Moray Council

Thursday, 26 September 2019
SUPPLEMENTARY AGENDA

The undernoted reports have been added to the Agenda for the meeting of the
Moray Council to be held at Council Chambers, Council Office, High Street,
Elgin, IV30 1BX on Thursday, 26 September 2019 at 14:00.

BUSINESS

2a  2018-19 Annual Audit Report to Council 3-60

Report by the Corporate Director (Corporate Services)
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Item 2a

REPORT TO: SPECIAL MORAY COUNCIL ON 26 SEPTEMBER 2019

SUBJECT: 2018/19 ANNUAL AUDIT REPORT TO COUNCIL

BY:

1.1

1.2

21

3.1

3.2

CORPORATE DIRECTOR (CORPORATE SERVICES)

REASON FOR REPORT

To provide Council with a copy of the External Auditor's Annual Audit Report
to Council on the 2018/19 audit.

This report is submitted to the Council for consideration as a suite of reports
on the Annual Audit and Accounts for 2018/19.

RECOMMENDATION

It is recommended that the Council considers and notes the contents of
the attached report from the Council’s External Auditors.

BACKGROUND

The Council’s External Auditor, Audit Scotland, provides an Annual Report to
those in charge of governance who are the Council and the Controller of Audit
each year. This report is a significant document and covers:

The audit of the 2018/19 annual accounts

Financial management and sustainability

Governance and transparency

Value for Money

Findings which require action and management’s response

A copy of the External Auditor’s covering report is attached as APPENDIX 1
for information and the report itself forms APPENDIX 2 to this report. A
representative of the Council’s External Auditors will present the report at the
meeting.
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3.3

3.4

The report coincides with the completion of the Annual Audit of the Council’s
Annual Accounts. The Council has received an unqualified Audit Opinion for
2018/19 on the council’s annual accounts and on the Connected Charities
accounts.

The report includes an Action Plan (APPENDIX 1 to the Auditor’'s Report)
dealing with areas where the External Auditor has identified room for
improvement. The most significant of these for the Council is financial
sustainability, with the need to identify what savings will be made to meet the
funding gaps anticipated in the short to medium term and a cross-Council
transformation plan to generate the savings.

SUMMARY OF IMPLICATIONS

(@) Corporate Plan and 10 Year Plan (Local Outcomes Improvement
Plan (LOIP))

This is referenced in Appendix 1 to the report.
(b) Policy and Legal

The audit is conducted in terms of statutory powers afforded to Audit
Scotland, the appointed External Auditor for the Council.

(c) Financial Implications

There are no issues arising directly from this report. The report notes
that the current level of service provision is not financially sustainable.

(d) Risk Implications

The work undertaken by External Audit provides assurance to
Members on the Council’s performance management, financial
statements and the actions taken by the Council to address significant
matters arising out of the audit process.

(e)  Staffing Implications
Preparation of the Council’s annual financial statements requires

significant resource input as part of the scheduled work of the
accountancy team within Financial Services.
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(F) Property
There are no property issues arising directly from this report.
(g) Equalities/Socio Economic Impact
There are no equalities issues arising directly from this report.
(h)  Consultations
The content of the APPENDIX 2 to this report has been discussed with

CMT and relevant officers of the Council.

5. CONCLUSION

5.1  The annual audit by External Audit gives Council assurance that the
Council’s Financial Statements give a true and fair view of its financial
position at 31 March 2019 and that appropriate internal control systems
are in place. The Report to those in charge of governance details
External Audit’s findings and conclusions arising from the audit and the
planned management actions to address matters which have been
highlighted.

Author of Report: Lorraine Paisey, Head of Financial Services — Ext 3213
Background Papers: Attached
Ref: LP/LJC/
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Item 2a

APPENDIX 1
1st Floor, Room F03 T: 0131625 1500 ¢
The Green House E: info@audit-scotland.gov.uk
Beechwood Business Park North www.audit-scotland.gov.uk AU D I T SCOT l‘ AN D
Inverness
IV2 3BL

Moray Council
High Street
Elgin

IV30 1BX

26 September 2019

Moray Council
2018/19 Annual Audit Report

Independent auditor's report

1. Our audit work on the 2018/19 annual accounts of Moray Council and The Moray
Council — Connected Charity Trust Funds is now substantially complete. Subject to
receipt of revised sets of annual accounts for final review, we anticipate being able to
issue unqualified audit opinions in the independent auditor's reports on 26 September
2019 for the charitable trusts and 26 September 2019 for the council. The proposed
reports are attached at Appendix A (Council) and Appendix B (The Moray Council —
Connected Charity Trust Funds). There are no anticipated modifications to the audit
reports.

Annual audit report

2. Under International Standards on Auditing in the UK, we report specific matters arising
from the audit of the financial statements to those charged with governance of a body in
sufficient time to enable appropriate action. We present for the Moray Council’s
consideration our draft annual report on the 2018/19 audit. The Annual Audit Report
sets out the issues identified in respect of the annual accounts.

3. The report also sets out conclusions from our consideration of the four audit dimensions
that frame the wider scope of public audit as set out in the Code of Audit Practice.

4. This report will be issued in final form after the annual accounts have been certified.

Unadjusted misstatements

5. We also report to those charged with governance all unadjusted misstatements which
we have identified during our audit, other than those of a trivial nature and request that
these misstatements be corrected. Uncorrected misstatements are set out in Exhibit 4
of the attached annual audit report.

Providing services to the Auditor General for Scotland and the Accounts Commission
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Fraud, subsequent events and compliance with laws and regulations

6. In presenting this report to Moray Council we seek confirmation from those charged with
governance of any instances of any actual, suspected or alleged fraud; any subsequent
events that have occurred since the date of the financial statements; or material non-
compliance with laws and regulations affecting the entity that should be brought to our
attention.

Representations from Section 95 Officer

7. As part of the completion of our audit, we are seeking written representations from the
Section 95 Officer and Trustees on aspects of the annual accounts, including the
judgements and estimates made.

8. Draft letters of representation are attached at Appendix C (Council) and Appendix D
(The Moray Council — Connected Charity Trust Funds). These should be signed and
returned to us with the signed annual accounts prior to the independent auditor’s
reports being certified.

Providing services to the Auditor General for Scotland and the Accounts Commission

Page 8



APPENDIX A: Council's Proposed Independent Auditor’s
Report

Independent auditor’s report to the members of Moray Council and the Accounts
Commission

Report on the audit of the financial statements
Opinion on financial statements

| certify that | have audited the financial statements in the annual accounts of Moray Council
and its group for the year ended 31 March 2019 under Part VII of the Local Government
(Scotland) Act 1973. The financial statements comprise the group and council-only
Comprehensive Income and Expenditure Statements, Movement in Reserves Statements,
Balance Sheets, and Cash Flow Statements, the council-only Housing Revenue Account
Income and Expenditure Statement, the Movement on the Housing Revenue Account
Statement, the Council Tax Income Account, the Non-Domestic Rate Income Account, the
Trust Funds Income and Expenditure Account, Trust Funds Balance Sheet, the Common
Good Funds Income and Expenditure Account, the Common Good Funds Balance Sheet
and notes to the financial statements, including a summary of significant accounting policies.
The financial reporting framework that has been applied in their preparation is applicable law
and International Financial Reporting Standards (IFRSs) as adopted by the European Union,
and as interpreted and adapted by the Code of Practice on Local Authority Accounting in the
United Kingdom 2018/19 (the 2018/19 Code).

In my opinion the accompanying financial statements:

e give a true and fair view in accordance with applicable law and the 2018/19 Code
of the state of affairs of the council and its group as at 31 March 2019 and of the
income and expenditure of the council and its group for the year then ended;

e have been properly prepared in accordance with IFRSs as adopted by the
European Union, as interpreted and adapted by the 2018/19 Code; and

e have been prepared in accordance with the requirements of the Local Government
(Scotland) Act 1973, The Local Authority Accounts (Scotland) Regulations 2014,
and the Local Government in Scotland Act 2003.

Basis for opinion

I conducted my audit in accordance with applicable law and International Standards on
Auditing (UK) (ISAs (UK)), as required by the Code of Audit Practice approved by the
Accounts Commission for Scotland. My responsibilities under those standards are further
described in the auditor’s responsibilities for the audit of the financial statements section of
my report. | was appointed under arrangements approved by the Accounts Commission on
10 April 2017. The period of total uninterrupted appointment is 3 years. | am independent of

Providing services to the Auditor General for Scotland and the Accounts Commission
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http://www.audit-scotland.gov.uk/uploads/docs/report/2016/code_audit_practice_16.pdf

the council and its group in accordance with the ethical requirements that are relevant to my
audit of the financial statements in the UK including the Financial Reporting Council’s Ethical
Standard, and | have fulfilled my other ethical responsibilities in accordance with these
requirements. Non-audit services prohibited by the Ethical Standard were not provided to the
council. | believe that the audit evidence | have obtained is sufficient and appropriate to
provide a basis for my opinion.

Conclusions relating to going concern basis of accounting

| have nothing to report in respect of the following matters in relation to which the ISAs
(UK) require me to report to you where:

o the use of the going concern basis of accounting in the preparation of the financial
statements is not appropriate; or

o the Head of Financial Services has not disclosed in the financial statements any
identified material uncertainties that may cast significant doubt about the council's
ability to continue to adopt the going concern basis of accounting for a period of at
least twelve months from the date when the financial statements are authorised for
issue.

Risks of material misstatement

| have reported in a separate Annual Audit Report, which is available from the Audit Scotland
website, the most significant assessed risks of material misstatement that | identified and my
conclusions thereon.

Responsibilities of the Head of Financial Services and Moray Council for the financial
statements

As explained more fully in the Statement of Responsibilities for the Annual Accounts, the
Head of Financial Services is responsible for the preparation of financial statements that give
a true and fair view in accordance with the financial reporting framework, and for such
internal control as the Head of Financial Services determines is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the financial statements, the Head of Financial Services is responsible for
assessing the council's ability to continue as a going concern, disclosing, as applicable,
matters related to going concern and using the going concern basis of accounting unless
deemed inappropriate.

Moray Council is responsible for overseeing the financial reporting process.
Auditor’s responsibilities for the audit of the financial statements

My objectives are to obtain reasonable assurance about whether the financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes my opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs (UK) will

Providing services to the Auditor General for Scotland and the Accounts Commission
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always detect a material misstatement when it exists. Misstatements can arise from fraud or
error and are considered material if, individually or in the aggregate, they could reasonably
be expected to influence the economic decisions of users taken on the basis of these
financial statements.

The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, intentional omissions,
misrepresentations, or the override of internal control. The capability of the audit to detect
fraud and other irregularities depends on factors such as the skilfulness of the perpetrator,
the frequency and extent of manipulation, the degree of collusion involved, the relative size
of individual amounts manipulated, and the seniority of those individuals involved. [I/We]
therefore design and perform audit procedures which respond to the assessed risks of
material misstatement due to fraud.

A further description of the auditor’s responsibilities for the audit of the financial statements
is located on the Financial Reporting Council's website
www.frc.org.uk/auditorsresponsibilities. This description forms part of my auditor’s report.

Other information in the annual accounts

The Head of Financial Services is responsible for the other information in the annual
accounts. The other information comprises the information other than the financial
statements, the audited part of the Remuneration Report, and my auditor’s report thereon.
My opinion on the financial statements does not cover the other information and I/ do not
express any form of assurance conclusion thereon except on matters prescribed by the
Accounts Commission to the extent explicitly stated later in this report.

In connection with my audit of the financial statements, my responsibility is to read all the
other information in the annual accounts and, in doing so, consider whether the other
information is materially inconsistent with the financial statements or my knowledge obtained
in the audit or otherwise appears to be materially misstated. If | identify such material
inconsistencies or apparent material misstatements, | am required to determine whether
there is a material misstatement in the financial statements or a material misstatement of the
other information. If, based on the work | have performed, | conclude that there is a material
misstatement of this other information, | am required to report that fact. | have nothing to
report in this regard.

Report on other requirements
Opinions on matters prescribed by the Accounts Commission

In my opinion, the audited part of the Remuneration Report has been properly prepared in
accordance with The Local Authority Accounts (Scotland) Regulations 2014.

In my opinion, based on the work undertaken in the course of the audit:

e the information given in the Management Commentary for the financial year for
which the financial statements are prepared is consistent with the financial

Providing services to the Auditor General for Scotland and the Accounts Commission
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statements and that report has been prepared in accordance with statutory
guidance issued under the Local Government in Scotland Act 2003; and

e the information given in the Annual Governance Statement for the financial year for
which the financial statements are prepared is consistent with the financial
statements and that report has been prepared in accordance with the Delivering
Good Governance in Local Government: Framework (2016).

Matters on which | am required to report by exception

I am required by the Accounts Commission to report to you if, in my opinion:
e adequate accounting records have not been kept; or

e the financial statements and the audited part of the Remuneration Report are not in
agreement with the accounting records; or

e | have not received all the information and explanations | require for my audit.
I have nothing to report in respect of these matters.
Conclusions on wider scope responsibilities

In addition to my responsibilities for the annual accounts, my conclusions on the wider scope
responsibilities specified in the Code of Audit Practice, including those in respect of Best
Value, are set out in my Annual Audit Report.

Use of my report

This report is made solely to the parties to whom it is addressed in accordance with Part VII
of the Local Government (Scotland) Act 1973 and for no other purpose. In accordance with
paragraph 120 of the Code of Audit Practice, [I/we] do not undertake to have responsibilities
to members or officers, in their individual capacities, or to third parties.

Brian Howarth ACMA CGMA
Audit Director

Audit Scotland

4th Floor, South Suite

The Athenaeum Building

8 Nelson Mandela Place
Glasgow

G2 1BT

September 2019

Providing services to the Auditor General for Scotland and the Accounts Commission
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APPENDIX B: Charities’ Proposed Independent Auditor’s
Report

Independent auditor’s report to the trustees of The Moray Council - Connected Charity
Trust Funds and the Accounts Commission

Report on the audit of the financial statements
Opinion on financial statements

| certify that | have audited the financial statements in the statement of accounts of The
Moray Council - Connected Charity Trust Funds for the year ended 31 March 2019 under
Part VII of the Local Government (Scotland) Act 1973 and section 44(1)(c) of the Charities
and Trustee Investment (Scotland) Act 2005. The financial statements comprise the
Statement of Financial Activities, the Balance Sheet and notes to the financial statements,
including a summary of significant accounting policies. The financial reporting framework
that has been applied in their preparation is applicable law and the United Kingdom
Accounting Standards, including Financial Reporting Standard 102 The Financial Reporting
Standard applicable in the UK and Republic of Ireland (United Kingdom Generally Accepted
Accounting Practice).

In my opinion the accompanying financial statements:

e give a true and fair view of the state of affairs of the charities as at 31 March 2019 and
of their incoming resources and application of resources for the year then ended;

e have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice; and

e have been prepared in accordance with the requirements of the Charities and Trustee
Investment (Scotland) Act 2005, and regulation 8 of The Charities Accounts (Scotland)
Regulations 2006.

Basis for opinion

| conducted my audit in accordance with applicable law and International Standards on
Auditing (UK) (ISAs (UK)), as required by the Code of Audit Practice approved by the
Accounts Commission for Scotland. My responsibilities under those standards are further
described in the auditor’s responsibilities for the audit of the financial statements section of
my report. | am independent of the charities in accordance with the ethical requirements that
are relevant to my audit of the financial statements in the UK including the Financial
Reporting Council’s Ethical Standard, and | have fulfilled my other ethical responsibilities in
accordance with these requirements. | believe that the audit evidence | have obtained is
sufficient and appropriate to provide a basis for my opinion.

Conclusions relating to going concern basis of accounting

Providing services to the Auditor General for Scotland and the Accounts Commission
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I have nothing to report in respect of the following matters in relation to which the ISAs (UK)
require me to report to you where:

e the use of the going concern basis of accounting in the preparation of the financial
statements is not appropriate; or

e the trustees have not disclosed in the financial statements any identified material
uncertainties that may cast significant doubt about ability of the charities to continue to
adopt the going concern basis of accounting for a period of at least twelve months from
the date when the financial statements are authorised for issue.

Responsibilities of the trustees for the financial statements

As explained more fully in the Statement of Trustee’s Responsibilities, the trustees are
responsible for the preparation of financial statements that give a true and fair view in
accordance with the financial reporting framework, and for such internal control as the
trustees determine is necessary to enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the trustees are responsible for assessing the
charities' ability to continue as a going concern, disclosing, as applicable, matters related to
going concern and using the going concern basis of accounting unless deemed
inappropriate.

Auditor’s responsibilities for the audit of the financial statements

My objectives are to obtain reasonable assurance about whether the financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance
but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial
statements.

A further description of the auditor’s responsibilities for the audit of the financial statements
is located on the Financial Reporting Council's website
www.frc.org.uk/auditorsresponsibilities. This description forms part of my auditor’s report.

Other information in the statement of accounts

The trustees are responsible for the other information in the statement of accounts. The
other information comprises the information other than the financial statements and my
auditor’s report thereon. My opinion on the financial statements does not cover the other
information and | do not express any form of assurance conclusion thereon except on
matters prescribed by the Accounts Commission or required by applicable law to the extent
explicitly stated later in this report.

Providing services to the Auditor General for Scotland and the Accounts Commission
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In connection with my audit of the financial statements, my responsibility is to read all the
other information in the statement of accounts and, in doing so, consider whether the other
information is materially inconsistent with the financial statements or my knowledge obtained
in the audit or otherwise appears to be materially misstated. If | identify such material
inconsistencies or apparent material misstatements, | am required to determine whether
there is a material misstatement in the financial statements or a material misstatement of the
other information. If, based on the work | have performed, | conclude that there is a material
misstatement of this other information, | am required to report that fact. | have nothing to
report in this regard.

Report on other requirements
Opinion on matter prescribed by the Accounts Commission

In my opinion, based on the work undertaken in the course of the audit the information given
in the Trustees' Annual Report for the financial year for which the financial statements are
prepared is consistent with the financial statements and that report has been prepared in
accordance with the Charities SORP (FRS 102).

Matters on which | am required to report by exception

| am required by The Charity Accounts (Scotland) Regulations 2006 to report to you if, in my
opinion:

e proper accounting records have not been kept; or

e the financial statements are not in agreement with the accounting records; or

e | have not received all the information and explanations | require for my audit.

I have nothing to report in respect of these matters.

Use of my report

This report is made solely to the parties to whom it is addressed in accordance with Part VI
of the Local Government (Scotland) Act 1973 and for no other purpose. In accordance with
paragraph 120 of the Code of Audit Practice, | do not undertake to have responsibilities to
members or officers, in their individual capacities, or to third parties.

Maggie Bruce CA

Senior Audit Manager

Audit Scotland

1st Floor, Room F03

The Green House

Beechwood Business Park North
Inverness

IV2 3BL

September 2019

Providing services to the Auditor General for Scotland and the Accounts Commission
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Maggie Bruce is eligible to act as an auditor in terms of Part VIl of the Local Government
(Scotland) Act 1973.

Providing services to the Auditor General for Scotland and the Accounts Commission
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APPENDIX C: Council Letter of Representation (ISA 580)

Brian Howarth

Audit Director

Audit Scotland

4th Floor, South Suite

The Athenaeum Building

Nelson Mandela Place

Glasgow

G2 1BT 26 September 2019

Dear Brian,

Moray Council
Annual Accounts 2018/19

1. This representation letter is provided about your audit of the annual accounts of Moray
Council for the year ended 31 March 2019 for the purpose of expressing an opinion as
to whether the financial statements give a true and fair view in accordance with the
financial reporting framework, and for expressing other opinions on the remuneration
report, management commentary and the annual governance statement.

2. | confirm to the best of my knowledge and belief, and having made appropriate
enquiries of the Chief Executive and Corporate Management Team, the following
representations given to you in connection with your audit of Moray Council's annual
accounts for the year ended 31 March 2019.

General

3. Moray Council and | have fulfilled our statutory responsibilities for the preparation of the
2018/19 annual accounts. All the accounting records, documentation and other matters
which | am aware are relevant to the preparation of the annual accounts have been
made available to you for the purposes of your audit. All transactions undertaken by
Moray Council have been recorded in the accounting records and are properly reflected
in the financial statements.

4. | confirm that the effects of uncorrected misstatements are immaterial, individually and
in aggregate, to the financial statements as a whole. | am not aware of any uncorrected
misstatements other than those reported by you.

Financial Reporting Framework

5. The annual accounts have been prepared in accordance with the Code of Practice on
Local Authority Accounting in the United Kingdom 2018/19 (2018/19 Code), and in
accordance with the requirements of Local Government (Scotland) Act 1973, the Local

Providing services to the Auditor General for Scotland and the Accounts Commission
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Government in Scotland Act 2003, and The Local Authority Accounts (Scotland)
Regulations 2014.

6. In accordance with the 2014 regulations, | have ensured that the financial statements
give a true and fair view of the financial position of Moray Council and its group at 31
March 2019 and the transactions for 2018/19.

Accounting Policies & Estimates

7. All significant accounting policies applied are as shown in the notes to the financial
statements. The accounting policies are determined by the 2018/19 Code where
applicable. Where the 2018/19 Code does not specifically apply, | have used
judgement in developing and applying an accounting policy that results in information
that is relevant and reliable. All accounting policies applied are appropriate to Moray
Council's circumstances and have been consistently applied.

8. The significant assumptions used in making accounting estimates are reasonable and
properly reflected in the financial statements. Judgements used in making estimates
have been based on the latest available, reliable information. Estimates have been
revised where there are changes in the circumstances on which the original estimate
was based or as a result of new information or experience.

Going Concern Basis of Accounting

9. | have assessed Moray Council's ability to continue to use the going concern basis of
accounting and have concluded that it is appropriate. | am not aware of any material
uncertainties that may cast significant doubt on Moray Council's ability to continue as a
going concern.

Assets

10. Where a rolling programme of asset valuations has been used, | have satisfied myself
that the carrying amount of assets at 31 March 2019 does not differ materiality from that
which would be determined if a revaluation had been carried out at that date.

11. | carried out an assessment at 31 March 2019 as to whether there is any indication that
an asset may be impaired and have recognised any impairment losses identified.

12. | have provided you with all information of which | am aware regarding any valuation
exercises carried out after 31 March 2019.

13. There are no plans or intentions that are likely to affect the carrying value or
classification of the assets recognised within the financial statements.

14. Owned assets are free from any lien, encumbrance or charge except as disclosed in the
financial statements.

Providing services to the Auditor General for Scotland and the Accounts Commission
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Liabilities

15.

16.

17.

18.

19.

20.

All liabilities at 31 March 2019 of which | am aware have been recognised in the annual
accounts.

Provisions have been recognised in the financial statements for all liabilities of uncertain
timing or amount at 31 March 2019 of which | am aware where the conditions specified
in the 2018/19 Code have been met. The amount recognised as a provision is the best
estimate of the expenditure likely to be required to settle the obligation at 31 March
2019. Where the effect of the time value of money is material, the amount of the
provision has been discounted to the present value of the expected payments.

Provisions recognised in previous years have been reviewed and adjusted, where
appropriate, to reflect the best estimate at 31 March 2019 or to reflect material changes
in the assumptions underlying the calculations of the cash flows.

The accrual recognised in the financial statements for holiday untaken by 31 March
2019 has been estimated on a reasonable basis.

The pension assumptions made by the actuary in the IAS 19 report for Moray Council
have been considered and | confirm that they are consistent with management's own
view.

There are no plans or intentions that are likely to affect the carrying value or
classification of the liabilities recognised in the financial statements.

Contingent liabilities

21. There are no significant contingent liabilities, other than those disclosed in Note 45 to
the financial statements, arising either under formal agreement or through formal
undertakings requiring disclosure in the accounts. All known contingent liabilities have
been fully and properly disclosed, including any outstanding legal claims which have not
been provided under the 2018/19 Code and IAS 37.

Fraud

22. | have provided you with all information in relation to:

- my assessment of the risk that the financial statements may be materially
misstated because of fraud

- any allegations of fraud or suspected fraud affecting the financial statements
- fraud or suspected fraud that | am aware of involving management, employees

who have a significant role in internal control, or others that could have a material
effect on the financial statements.

Providing services to the Auditor General for Scotland and the Accounts Commission
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Laws and Regulations

23. | have disclosed to you all known instances of hon-compliance or suspected non-
compliance with laws and regulations whose effects should be considered when
preparing financial statements.

Related Party Transactions

24. All material transactions with related parties have been disclosed in the financial
statements in accordance with the 2018/19 Code. | have made available to you the
identity of all Moray Council's related parties and all the related party relationships and
transactions of which | am aware.

Remuneration Report

25. The Remuneration Report has been prepared in accordance with the Local Authority
Accounts (Scotland) Amendment Regulations 2014, and all required information of
which | am aware has been provided to you.

Management Commentary

26. | confirm that the Management Commentary has been prepared in accordance with the
statutory guidance and the information is consistent with the financial statements.

Corporate Governance

27. | confirm that Moray Council has undertaken a review of the system of internal control
during 2018/19 to establish the extent to which it complies with proper practices set out
in the Delivering Good Governance in Local Government: Framework 2016. | have
disclosed to you all deficiencies in internal control identified from this review or of which
| am otherwise aware.

28. | confirm that the Annual Governance Statement has been prepared in accordance with
the Delivering Good Governance in Local Government: Framework 2016 and the
information is consistent with the financial statements. There have been no changes in
the corporate governance arrangements or issues identified, since 31 March 2019,
which require to be reflected.

Group Accounts

29. | have identified all the other entities in which Moray Council has a material interest and
have classified and accounted for them in accordance with the 2018/19 Code. Any
significant issues with the financial statements of group entities, including any qualified
audit opinions, have been advised to you.

Events Subsequent to the Date of the Balance Sheet

30. All events subsequent to 31 March 2019 for which the 2018/19 Code requires
adjustment or disclosure have been adjusted or disclosed.

Providing services to the Auditor General for Scotland and the Accounts Commission
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Yours sincerely

Lorraine Paisey

Head of Financial Services

APPENDIX D: Charities’ Letter of Representation (ISA 580)

Maggie Bruce

Senior Audit Manager

Audit Scotland

1st Floor, Room F03

The Green House

Beechwood Business Park

Inverness

IV2 3BL 26 September 2019

Dear Maggie

The Moray Council — Connected Charity Trust Funds
Annual Accounts 2018/19

1. This representation letter is provided about your audit of the annual accounts of The
Moray Council - Connected Charity Funds for the year ended 31 March 2019 for the
purpose of expressing an opinion as to whether the financial statements give a true and
fair view of the state of affairs of the charities as at 31 March 2019 and of their incoming
resources and application of resources for the year then ended.

2. | confirm to the best of my knowledge and belief, and having made appropriate
enquiries of the Trustees, the following representations given to you in connection with
your audit of The Moray Council - Connected Charity Trust Funds for the year ended 31
March 2019.

General

3. The Trustees and | have fulfilled our statutory responsibilities for the preparation of the
2018/19 annual accounts. All the accounting records, documentation and other matters
which | am aware are relevant to the preparation of the annual accounts have been
made available to you for the purposes of your audit. All transactions undertaken by the
charities have been recorded in the accounting records and are properly reflected in the
financial statements.

4. The information given in the Trustees' Annual Report to the financial statements,
presents a balanced picture of The Moray Council - Connected Charity Trust Funds and
is consistent with the financial statements.

Providing services to the Auditor General for Scotland and the Accounts Commission
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5.

I confirm that the effects of uncorrected misstatements are immaterial, individually and
in aggregate, to the financial statements as a whole. | am not aware of any uncorrected
misstatements other than those reported by you.

Financial Reporting Framework

6.

The financial statements comply with the requirements of the Charities and Trustee
Investment (Scotland) Act 2005 and regulation 8 of the Charities Accounts (Scotland)
Regulations 2006.

| have ensured that the financial statements give a true and fair view of the financial
position of The Moray Council - Connected Charity Trust Funds at 31 March 2019 and
the transactions for 2018/19.

Accounting Policies & Estimates

8.

All significant accounting policies applied are as shown in the notes to the financial
statements. All accounting policies applied are appropriate to the charities'
circumstances and have been consistently applied.

The significant assumptions used in making accounting estimates are reasonable and
properly reflected in the financial statements. Judgements used in making estimates
have been based on the latest available, reliable information. Estimates have been
revised where there are changes in the circumstances on which the original estimate
was based or as a result of new information or experience.

Going Concern Basis of Accounting

10. The Trustees have assessed the charities' ability to continue to use the going concern
basis of accounting and have concluded that it is appropriate. | am not aware of any
material uncertainties that may cast significant doubt on the charities ability to continue
as a going concern.

Assets

11.  Where a rolling programme of asset valuations has been used, | have satisfied myself
that the carrying amount of assets at 31 March 2019 does not differ materiality from that
which would be determined if a revaluation had been carried out at that date.

12. | carried out an assessment at 31 March 2019 as to whether there is any indication that
an asset may be impaired and have recognised any impairment losses identified.

13. | have provided you with all information of which | am aware regarding any valuation
exercises carried out after 31 March 2019.

14. There are no plans or intentions that are likely to affect the carrying value or

classification of the assets recognised within the financial statements.

Providing services to the Auditor General for Scotland and the Accounts Commission
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15. Owned assets are free from any lien, encumbrance or charge except as disclosed in the
financial statements.

Liabilities

16. All liabilities at 31 March 2019 of which | am aware have been recognised in the annual
accounts.

17. Provisions have been recognised in the financial statements for all liabilities of uncertain
timing or amount at 31 March 2019 of which | am aware where the conditions specified
in the 2018/19 accounting code have been met. The amount recognised as a provision
is the best estimate of the expenditure likely to be required to settle the obligation at 31
March 2019. Where the effect of the time value of money is material, the amount of the
provision has been discounted to the present value of the expected payments.

18. There are no plans or intentions that are likely to affect the carrying value or
classification of the liabilities recognised in the financial statements.

Contingent liabilities

19. There are no significant contingent liabilities arising either under formal agreement or
through formal undertakings requiring disclosure in the accounts.

Fraud

20. | have provided you with all information in relation to:

- my assessment of the risk that the financial statements may be materially
misstated because of fraud

- any allegations of fraud or suspected fraud affecting the financial statements

- fraud or suspected fraud that | am aware of involving management, employees
who have a significant role in internal control, or others that could have a material
effect on the financial statements.

Laws and Regulations

21. | have disclosed to you all known instances of non-compliance or suspected non-
compliance with laws and regulations whose effects should be considered when
preparing financial statements.

Related Party Transactions

22. All material transactions with related parties have been disclosed in the financial
statements. | have made available to you the identity of all the charities' related parties
and all the related party relationships and transactions of which | am aware.

Providing services to the Auditor General for Scotland and the Accounts Commission
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Corporate Governance

23. | confirm that | have undertaken a review of the system of internal control during
2018/19. | have disclosed to you all deficiencies in internal control identified from this
review or of which | am otherwise aware.

Events Subsequent to the Date of the Balance Sheet

24. There have been no material events since the date of the Balance Sheet which
necessitate revision of the figures in the financial statements or notes thereto including
contingent assets and liabilities.

25. Since the date of the Balance Sheet no events or transactions have occurred which,
though properly excluded from the financial statements, are of such importance that
they should be brought to your notice.

Yours sincerely

Graham Leadbitter

Trustee

Providing services to the Auditor General for Scotland and the Accounts Commission
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Who we are

The Auditor General, the Accounts Commission and Audit Scotland work together
to deliver public audit in Scotland:

e the Auditor General is an independent crown appointment, made on the
recommendation of the Scottish Parliament, to audit the Scottish
Government, NHS and other bodies and report to Parliament on their
financial health and performance

e the Accounts Commission is an independent public body appointed by
Scottish ministers to hold local government to account. The Controller of
Audit is an independent post established by statute, with powers to report
directly to the Commission on the audit of local government

e Audit Scotland is governed by a board, consisting of the Auditor General, the
chair of the Accounts Commission, a hon-executive board chair, and two
non-executive members appointed by the Scottish Commission for Public
Audit, a commission of the Scottish Parliament.

Scottish Government,
NHS, Further education

Auditor
General

/ Scottish
Parliament |

\ vl

| \\\\/
....
Scotland '.'.l‘

The public
J
Accounts
Controller
> oo ___}) of Audit ) _} Commission} .~

(O P
Local government
+ health integration boards

About us

Our vision is to be a world-class audit organisation that improves the use of public
money.

Through our work for the Auditor General and the Accounts Commission, we
provide independent assurance to the people of Scotland that public money is
spent properly and provides value. We aim to achieve this by:

e carrying out relevant and timely audits of the way the public sector manages
and spends money

e reporting our findings and conclusions in public

¢ identifying risks, making clear and relevant recommendations.
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4

Key messages

2018/19 annual accounts

1

All audit opinions for Moray Council, its group and its section 106
charities are unqualified.

The pensions liability has increased by £10 million following decisions
by the UK Supreme Court in June 2019.

Although the management commentary is consistent with the accounts,
it falls short of expectations outlined in the Financial Overview Report in
2017/18.

Financial management & financial sustainability

4

Financial management is effective. The 2018/19 budget included the use
of reserves (£4.7 million) and a savings target of £6.3 million. Savings
were delivered and the actual use of reserves was in line with budget.

The council continues to rely on lots of small savings and using reserves
to balance its 2019/20 budget and is at risk of running out of general fund
reserves in 3-4 years.

A medium-term financial strategy has been developed but this lacks
detailed savings plans. A long-term financial plan does not exist.

Governance, transparency and value for money

7

8

Corporate management is being restructured to support strategic
leadership capacity.

The council and its community planning partnership (CPP) partners have
yet to develop a performance framework for the LOIP and the council has
not produced council-wide performance reports for 2017/18.
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Introduction

1. This report summarises the findings arising from the 2018/19 audit of Moray
Council and its group (the council). The scope of the audit was set out in our
2018/19 Annual Audit Plan presented to the Audit and Scrutiny Committee on 27
February 2019. This report comprises the findings from an audit of the annual
report and accounts and consideration of the four audit dimensions that frame the
wider scope of public audit set out in the Code of Audit Practice 2016 as illustrated
in Exhibit 11.

Exhibit 1
Audit dimensions

Financial
sustainability

A

Best Value

Value
for money

Source: Code of Audit Practice 2016

2. The main elements of our audit work in 2018/19 have been:

e an audit of the key controls operating within the main financial systems and
review of governance arrangements

e audit work covering the arrangements for securing Best Value relating to
financial management, financial sustainability and vision and leadership

e an audit of the 2018/19 annual accounts of the council and its group and the

30 section 106 charities it administers, including the issue of independent
auditor's reports setting out our opinions.

Added value through the audit
3. We add value to the council through the audit by:

¢ identifying and providing insight on significant risks, and making clear and
relevant recommendations for improvements that have been accepted by
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e sharing intelligence and good practice through our national reports
(Appendix 3) and good practice guides

e providing clear and focused conclusions on the appropriateness,
effectiveness and impact of corporate governance, performance
management arrangements and financial sustainability.

4. In so doing, we aim to help council promote improved standards of governance,
better management and decision making and more effective use of resources.

Responsibilities and reporting

5. The council has primary responsibility for ensuring the proper financial
stewardship of public funds. This includes preparing annual accounts that are in
accordance with proper accounting practices. The council is also responsible for
compliance with legislation, and putting arrangements in place for governance,
propriety and regularity that enable it to successfully deliver its objectives.

6. Our responsibilities as independent auditor appointed by the Accounts
Commission are established by the Local Government in Scotland Act 1973, the
Code of Audit Practice 2016 and supplementary guidance, and International
Standards on Auditing in the UK. As public sector auditors we give independent
opinions on the annual accounts. Additionally, we conclude on:

o the effectiveness of the council’s performance management arrangements

¢ the suitability and effectiveness of corporate governance arrangements, and
financial position

e the arrangements for securing financial sustainability and,
e best value arrangements.

7. In doing this we aim to support improvement and accountability. Further details
of the respective responsibilities of management and the auditor can be found in
the Code of Audit Practice 2016.

8. This report raises matters from the audit of the annual accounts and
consideration of the audit dimensions. Weaknesses or risks identified are only
those which have come to our attention during our normal audit work and may not
be all that exist. Communicating these does not absolve management from its
responsibility to address the issues we raise and to maintain adequate systems of
control.

9. Our annual audit report contains an agreed action plan at Appendix 1 setting out
specific recommendations, responsible officers and dates for implementation. It
also includes outstanding actions from last year and the steps being taken to
implement them.

10. We can confirm that we comply with the Financial Reporting Council’s Ethical
Standard. We can also confirm that we have not undertaken any non-audit related
services. The 2018/19 audit fee of £235,400, as set out in our Annual Audit Plan,
remains unchanged. We are not aware of any relationships that could compromise
our objectivity and independence.

11. This report is addressed to both the council and the Controller of Audit and will
be published on Audit Scotland's website www.audit-scotland.gov.uk in due course.
We would like to thank all management and staff for their cooperation and
assistance during the audit.
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Part 1

Audit of 2018/19 annual accounts

Main judgements

All audit opinions for the council and its group are unqualified.

All audit opinions for the connected charity trusts are unqualified, though limited
progress has been made to rationalise these.

The council’s pension liability increased by £10.3 million following decisions by
the UK Supreme Court in June 2019.

Although the management commentary is consistent with the accounts, it falls
short of expectations outlined in the Financial Overview Report in 2017/18

The council’s annual accounts are the principal means of accounting for the
stewardship of resources and performance in the use of resources.

The annual accounts received unqualified opinions

12. The annual accounts for the council and its group for the year ended 31 March
2019 were approved by the Moray Council on 26 September 2019 (TBC). We
reported, within the independent auditor’s report, that:

o the financial statements give a true and fair view and were properly prepared

e the management commentary, annual governance statement and the
audited part of the remuneration report were all consistent with the financial
statements and properly prepared in accordance with the relevant
regulations and guidance.

13. Additionally, we have nothing to report in respect of misstatements in other
information presented with the financial statements, the adequacy of accounting
records or the information and explanations we received.

Audit opinions on section 106 charities were unqualified

14. A separate independent auditor's report is required for the statement of
accounts of each registered charity where members of Moray Council are sole
trustees. We received the charities’ accounts in line with the agreed timetable and
after completing our audit we issued an unqualified audit opinion on the 2018/19
statements

Limited progress has been made with transferring the connected
charities into the single trust set up in August 2016

15. Since 2012/13 the council has reduced the number of its trusts from 127 to 58
(28 of the trusts don’t have charitable status). It has also set up a single trust ‘The
Moray Council Charitable Trust’ which was registered with OSCR in August 2016.
The plan is to transfer the remaining 30 trusts into this single trust. However, due
to capacity issues within the council’s legal and democratic service only one charity
transferred during 2018/19.
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Finance staff provided good support to the audit team

16. We received the unaudited annual accounts on 27 June 2019 in line with the
audit timetable set out in our 2018/19 Annual Audit Plan. The working papers
provided with the unaudited accounts were of a good standard and finance staff
provided good support to the audit team during the audit.

17. The accounts document was comprehensively reviewed during 2018/19 in an
effort to streamline the annual accounts. We contributed to this process and
commend this effort to focus and reduce the length of the financial statements.

No objections were received to the annual accounts

18. The Local Authority Accounts (Scotland) Regulations 2014 require a local
authority to publish a public notice on its website that includes details of the period
for inspecting and objecting to the accounts. This must remain on the website
throughout the inspection period. The council complied with the regulations and
there were no objections to the accounts.

We identified and addressed risks of material misstatement

19. Appendix 2 provides a description of those assessed risks of material
misstatement in the annual accounts and any wider audit dimension risks that were
identified during the audit planning process. It also summarises the work we have
done to gain assurance over the outcome of these risks.

Our materiality levels were unchanged from our annual audit plan

20. The assessment of what is material is a matter of professional judgement and
involves considering both the amount and nature of the misstatement. On receipt
of the unaudited annual accounts we reviewed our materiality levels and concluded
that they remained appropriate. These are shown in Exhibit 2.

Exhibit 2
Council materiality values

Materiality level Amount

Overall materiality £3.6 million
Performance materiality £0.9 million
Reporting threshold £100,000

Source: Audit Scotland, Annual Audit Plan 2018/19

21. We also set separate materiality levels for the Connected Charity Trust Funds
as outlined in Exhibit 3.
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Exhibit 3

Connected Charity Trust Funds materiality values

Materiality level Amount

Overall materiality £19,000
Performance materiality £11,000
Reporting threshold £1,000

Source: Audit Scotland

We have significant findings to report in accordance with ISA 260

22. International Standard on Auditing (UK) 260 requires us to communicate
significant findings from the audit to those charged with governance, including our
view about the qualitative aspects of the body’s accounting practices. We have no
significant findings to report around the qualitative aspects of the annual accounts
including the accounting policies, accounting estimates and judgements in the
2018/19 annual accounts. Significant findings are summarised in Exhibit 4.

Exhibit 4

Significant findings from the audit of the financial statements

Issue Resolution

1. Pension scheme valuations

In January 2017 an employment tribunal ruled that
a group of claimant judges had been subject to age
discrimination when they were transferred to a new
career average scheme, known widely as the
McCloud case. The UK Government sought leave
to appeal this decision but in June 2019 the appeal
was denied by the UK Supreme Court.

This issue arose in June 2019 and has been
treated as an adjusting event. The actuary,
Mercers, produced revised (IAS 19) reports for the
council and its associates to take account of the
impact of the McCloud case.

This has affected all final salary pension schemes
across the public sector.

This impact of this post balance sheet adjusting
event has been adjusted in the audited annual
accounts.

The amendments increased the council and its
group’s pension liability by £10.3 million.

In addition, in accordance with IAS 10, a narrative
disclosure has been included in Note 9.

2. Classification of the impairment of financial
assets

The impairment of financial assets had been
incorrectly classified as a service cost rather than
within Financing and Investment Income as
required by the Code.

This misstatement has been adjusted in the audited
accounts.

The amendment reduced Net Cost of Services and
increased Financing and Investment Income and
Expenditure by £0.2 million.

3. Capitalisation of borrowing costs

The unaudited accounts include £0.1 million of
borrowing costs which have been included within

Non-Current Assets. The Code permits borrowing
costs to be capitalised but requires the council tg_

The Head of Financial Services does not agree with
our interpretation of the Code and has not amended
the audited accounts for this misstatement. As a
result, Non-Current Assets are overstated and the
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Issue

borrow funds and use them for the purpose of
obtaining a qualifying asset.

The council did not borrow to fund its general
services capital programme during 2018/19 and so,
in our opinion, borrowing costs should not have
been capitalised in 2018/19.

Resolution

deficit on the provision of services is understated by
£0.1 million in the audited accounts.

This amount is not material to our opinion on the
financial statements.

We will discuss this further with the council as part
of our 2019/20 audit.

&) Recommendation 1

4, Classification and valuation of Common
Good Fund asset

Cullen Town Hall was approved for sale in January
2019 but was not included in assets held for sale at
31 March 2019, nor had it been revalued to its
expected sale price (£30,000).

This misstatement has been adjusted in the audited
annual accounts.

The amendments reduce the value of Common
Good Fund assets by £0.5 million.

5. Group accounts — associates

Audit adjustments were made to the unaudited
accounts of the Grampian Valuation Joint Board (to
reflect the impact of the McCloud judgement £0.6
million) and Moray Leisure Limited. These bodies
are consolidated into the council’s group accounts
and so amendment was also required to the
council’s group accounts.

The audited accounts have been amended to
reflect the changes made to the associates
accounts.

6. Management commentary

The management commentary that accompanies
the financial statements should explain in simple
terms and provide clarity to readers in order to help
them understand clearly how the council has
performed. Last year we recommended that this
could be improved.

Although the management commentary is
consistent with the accounts, our review concluded
that it falls short of the expectations outlined in the
Accounts Commission’s Financial Overview report
2017/18:

Is the outturn against the budget position for the
year clearly shown with the reasons for the
significant variances obvious ?

Is the outturn reported in the narrative reconciled to
the movement in the General Fund contained in the
financial statements with major differences
explained ?

Is the progress against agreed savings
plans/efficiencies reported ? If not, how are they
demonstrating to readers that planned savings
were achieved ?

Although the council’s management commentary
included narrative on two of these aspects, there is
scope to improve the clarity of reporting for readers
of the accounts.

The audited management commentary is consistent
with the accounts and has been amended to
improve disclosure, but the clarity of the outturn
against budget and the reconciliation of this to the
financial statements outturn could still be improved.

2 Recommendation 2

Source: Audit Scotland
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All material adjustments have been made in the audited
statements

23. There was one material (by value) adjustment to the unaudited financial
statements due to the requirement to revise the pension liabilities for the impact of
the McCloud judgement detailed in Exhibit 4 above. All individual misstatements
which exceeded our reporting threshold have been amended in the audited annual
accounts except for the adjustment relating to the capitalisation of borrowing costs
(see Exhibit 4 for impact of this unadjusted error).

24. In each case we considered whether further audit procedures were necessary.
In the case of the McCloud judgement we requested that the council obtain a
revised IAS19 valuation from the actuary reflecting this judgement. We also
encouraged group auditors to do the same for their audits. The estimate of the
total effect was identified in the revised IAS 19 report.

25. We have concluded that the misstatements set out in Exhibit 4 are contained
and do not indicate further systematic error within the account areas or more
pervasively within the financial statements. It is our responsibility to request that all
misstatements, other than those below the reporting threshold, are corrected

Data analytics

26. In 2018/19 we used data analytics as part of our planned audit approach. Data
analytics is defined by the International Auditing and Assurance Standards Board
(IAASB) as “the science and art of discovering and analysing patterns, deviations
and inconsistencies.... in the data underlying.... an audit ....for the purpose of
planning and performing the audit”. Such techniques provide ways of dealing with
high volumes of transactions as well as complexity. They also enhance audit
quality and efficiency.

27. Reperformance of the trial balance/ accounts classification. We obtained
and analysed every general ledger transaction processed in 2018/19. The collected
data was used to reperform the trial balance and confirm that the accounts agree
to the ledger.

28. Risk tagging of individual transactions. We used a risk-tagging model to
review all ledger transactions. The model incorporated factors such as value,
timing, context and nature. We investigated high scoring transactions. The results
of this testing were satisfactory, and we did not identify evidence of fraud or
significant management bias.

Prior year recommendations are being progressed

29. The council has made progress in implementing our prior year audit
recommendations with 3 actioned and 5 ongoing. For actions not yet implemented,
revised responses and timescales have been agreed with management, and are
set out in Appendix 1.
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Part 2

Financial management

Main judgements

Financial management is effective. The 2018/19 budget included the use of
reserves (£4.7 million) and a savings target of £6.3 million. Savings were
delivered, and the actual use of reserves was in line with budget.

Financial system controls are operating effectively in most areas, but we
reported some weaknesses in our management report.

Financial management is about financial capacity, sound budgetary
processes and whether the control environment and internal controls are
operating effectively

The council’s 2018/19 budget included the use of unearmarked
reserves (£4.7 million) and savings (£6.3 million)

30. The council approved its 2018/19 budget in February 2018. The revenue
budget was set at £199 million with an identified funding gap of £11million. Plans to
address this gap included £6.3 million of savings and a transfer of £4.7 million from
unearmarked reserves. Council tax was also increased by 3%.

The council used £4.6 million of its general fund balance during
2018/19 in line with budget

31. The Council reported an overall underspend against its original 2018/19
general fund revenue budget of £0.1 million. This was due to actual expenditure
being more than budgeted by £2.7 million but offset by the receipt of additional
income totalling £2.8 million (£1.5 million from council tax receipts and £1.3 million
from additional government grants).

The council has a track record of delivering savings, but they are
becoming increasingly difficult to find

32. The council achieved £7.2 million of savings against a target level of £6.3
million during 2018/19. Most of the approved savings were achieved with
additional savings found to replace those not made. As illustrated in Exhibit 5, the
council has a successful track record of delivering savings with total cumulative
savings since 2014/15 of around £23 million. The outturn report acknowledges,
however, that savings are increasingly difficult to find.
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Exhibit 5
Savings —target compared to achieved
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Source: Moray Council

Financial management and reporting is effective

33. Financial monitoring reports (revenue and capital) are included in a
comprehensive financial report monitoring pack and discussed at the Policy and
Resources Committee on a quarterly basis. The information presented in the pack
is appropriate and sufficiently detailed to support effective scrutiny. In addition,
budget monitoring reports are reviewed by budget holders on a monthly basis and
reports are provided to the Corporate Management Team on a quarterly basis.

34. Our review of these reports concluded that they provided an overall picture of
the budget position at service level. The reports also included a forecast outturn
position and good narrative explanations for significant variances against budget.

The council invested £41 million in capital projects during 2018/19

35. In February 2018, the council approved the 2018/19 Capital Plan totalling £73.8
million. Amendments were made to the Capital Plan by the council and the Policy
and Resources Committee throughout the financial year to give a final approved
Capital Plan of £50 million (£30.7 million for general services and £20 million for
HRA). The main changes were due to the decision to defer a number of projects to
future years so that the council could review its overall asset base and align it with
its corporate priorities.

36. The council spent £41 million in capital projects during 2018/19: 80% of its final
approved capital programme. Nearly £8 million was invested in new council
houses and £5 million in improving the current housing stock. Within general
services, the majority of expenditure was within Education Services including the
new Lossiemouth High School.

The majority of the capital programme was funded through capital
grants from the Scottish Government

37. Exhibit 6 sets out how capital expenditure was funded during the year. For
2018/19, the majority of funding was from Scottish Government grants. This was
mainly due to increased capital grant received to fund the new Lossiemouth High
School. The council’s underlying need to borrow reduced by £5 million during
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Exhibit 6
Sources of finance for capital expenditure
70
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Capital receipts have been used to fund exit packages resulting
from the council’s transformation projects

38. Scottish Ministers permit councils to use capital receipts to fund projects
designed to transform service delivery to reduce costs and/or reduce demand, or
both. The council used £0.443 million of its capital receipts to fund exit packages
resulting from the council’s transformation projects in 2018/19.

Financial system controls are operating effectively in most areas
but there were some weaknesses

39. As part of our audit we identify and inspect the key internal controls in those
accounting systems which we regard as significant to produce the financial
statements. Our objective is to gain assurance that the council has systems of
recording and processing transactions which provide a sound basis for the
preparation of the financial statements.

40. Our findings were included in our management report which we presented to
the Council in August 2019. We concluded that key controls were operating
effectively with the exception of payroll validation checks, the completion of the
housing rents reconciliation and changes to suppliers’ bank details. We revised our
audit approach in response to the weaknesses identified to enable us to obtain
sufficient assurance to conclude on the 2018/19 annual accounts.

Internal audit operates in accordance with the Public Sector
Internal Audit Standards

41. Internal audit was externally assessed during 2018/19 and was found to
‘generally conform’ with the Public Sector Internal Audit Standards. The
assessment identified twelve recommendations for improvement, all of which have
been accepted by management. We will monitor progress in implementing the
agreed actions as part our 2019/20 audit.
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Part 3

Financial sustainability

Main judgements

The council continues to rely on lots of small savings and using reserves to
balance its 2019/20 budget

So far, the council reports a small underspend against its 2019/20 budget, and
this includes overspends on Social Care services

Moray Council is at risk of running out of general fund reserves in 3-4 years.

A medium-term financial strategy has been developed but this lacks detailed
savings plans. A long-term financial plan does not exist.

Financial sustainability looks forward to the medium and long term to
consider whether a body is planning effectively to continue to deliver its
services or the way in which they should be delivered.

The council continues to rely on lots of small savings and using
reserves to balance its 2019/20 budget

42. In February 2019 the council approved a balanced net revenue budget of £204
million for 2019/20. After council tax increases of 4.79%, the resulting budget gap
of £15 million was funded from reserves (£5 million) and savings (£10 million). As
in previous years, the planned savings for 2019/20 are made up of many small
amounts. The more significant savings include:

e £1 million reduction to the roads’ maintenance budget

e £0.250 million from the council’s Improvement and Modernisation
Programme (refer to paragraph 52 below).

So far, the council reports a small underspend against its 2019/20
budget, but this includes overspends on Social Care services
provided on behalf of the Integration Joint Board

43. The latest budget monitoring report records that the council had underspent its
general services budget by £0.04 million (0.02%) as at 30 June 2019.

44. The report notes that Social Care services delivered on behalf of Moray
Integration Joint Board (1JB) are overspent by £0.5 million as at 30 June. The most
recent IJB monitoring report (at 30 June 2019) records an overspend against the
total IJB 2019/20 budget (including NHS expenditure) of £0.8 million. A The
council funds the IJB in partnership with NHS Grampian and is responsible for 37%
of any deficit incurred by the 1JB.

Unearmarked general fund reserves have been reducing

45. The council considers the level of its general fund reserve when setting the
budget each year. The council's approved reservpéggeggis to hold £5 million as
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unearmarked reserves. In, the 2019/20 budget the council agreed to breach this
minimum level due to its challenging financial position.

46. Exhibit 7 provides a summary of unearmarked general reserve balances since
31 March 2015. This shows that the unearmarked general fund balance has been
reducing since 2015/16 and is budgeted to fall below £5 million (2.5% of gross
expenditure) by 31 March 2020.

Exhibit 7
Unearmarked general fund balances

25
20
S 15
'..quo 237 238 121.7 ,
17.1
5 112.3
0
2015 2016 2017 2018 2019
m Unearmarked general fund balance at 31 March

2020 Budget

Source: Council’'s Financial Statements and 2019/20 Budget Report

Moray Council is at risk of running out of general fund reserves in
3-4 years

47. Taking into account the total general fund reserves of the council (which
includes earmarked and unearmarked elements) and totals £14.1 million and the
average rate of depletion (£4.4 million), the council is at risk of running out of
revenue reserves within 4 years (Exhibit 8). If we look only at the unearmarked
element of the general fund (£12.3 million) then this might disappear within 3
years, at the current rate (£4.7 million). The planned use of reserves in 2019/20 is
£5.1 million. This would leave the council without any contingency balance to
meet unforeseen events and may jeopardise existing maintenance and capital
plans in general services and in the HRA.
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Exhibit 8
The historic balance and use of general fund reserves (excluding HRA)

Reserve £ million £ million £ million
at 31 March 2017 at 31 March 2018 at 31 March 2019

General Fund Balance - 21.7 17.1 12.3

unearmarked

General Fund Balance - 1.1 1.6 1.8

earmarked

Total general fund reserve 22.8 18.7 14.1

Annual reduction -4.1 -4.6

Source: unaudited financial statements Moray Council

The council has set aside more in 2019/20 to fund transformation
but needs to deliver additional savings

48. In September 2019, members agreed to set aside £2 million in an earmarked
reserve to be used to help the council meet the priorities set out in the Corporate

Plan. It is intended that any one-off expenditure which assists the achievement of
financial sustainability (such as exit packages) will be funded from this earmarked
reserve. This is in addition to the £0.7 million set aside in December 2018 to fund
transformation projects.

49. Current projections are that the unearmarked balance will be reduced to £7.8
million as at 31 March 2020. Which enables the council to meet the current rate of
depletion for just over one more year unless the transformation projects deliver
additional savings in that time.

A medium-term financial strategy is in place, but this lacks
detailed savings plans. A long-term financial plan does not exist

50. Current projections indicate that the council faces significant funding gaps for
2019/20, 2020/21 and 2021/22. Exhibit 9 shows that the council plans to bridge
these gaps from efficiency savings, which is appropriate given the depletion of
reserves. The council has yet to detail the actions that will achieve these levels of
savings.
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Exhibit 9
Identified funding gaps 2018/19 — 2021/22

30
25

£ million
PR N
al o a1 o

2018/19 2019/20 2020/21 2021/22
Actual e Planned

o

m Efficiency savings = Met from reserves

Source: Council’'s 2018/19 Outturn Report and Corporate and Financial Planning 2018/19 Report

51. The council acknowledges, in its latest Corporate Plan, that sustainable
service delivery will require extensive and detailed consideration of every aspect of
what services the council can provide, to what scale and quality, and how services
are delivered.

52. We reported last year that work had begun to develop an Improvement and
Modernisation Programme to deliver the transformational change required to
achieve medium- and long-term financial sustainability. Although work has
continued during 2018/19, progress in developing projects to transform Education
and Integrated Children’s Services has been slower than expected. These services
account for nearly half of the council’s net expenditure and so transforming how
these are delivered is essential to achieving financial sustainability.

The Council’s underlying borrowing position is relatively
consistent with other councils

53. The Council’s total borrowing is £274 million. If the Council is to realise its
usable reserves of £21 million, it can call on its cash balance of £18 million, but
over time it will need to undertake further borrowing for the rest (£3 million). This
represents the underlying borrowing position of £277 million. This is just exceeding
the council’s total annual revenue of £271 million (1.02 times) which is consistent
with a majority of councils that have an underlying borrowing position of between
0.8- and 1.2-times annual revenue (Exhibit 10).
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Exhibit 10

Underlying borrowing as a proportion of annual revenue

The underlying borrowing position of councils varies from 0.17 to 1.49 times annual revenue
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Part 4

Governance and transparency

Main Judgements

Appropriate governance arrangements are in place to support decision making.

Corporate management is being restructured to support strategic leadership
capacity.

The council has appropriate arrangements to assess the risk of key supplier
dependency and is reasonably prepared for EU withdrawal

Governance and transparency is concerned with the effectiveness of
scrutiny and governance arrangements, leadership and decision making
and transparent reporting of financial and performance information.

Appropriate governance arrangements are in place to support
decision making

54. The Council’s committee structure is a sound foundation for good governance
and accountability. We attended Audit and Scrutiny Committee meetings and
reviewed agendas, papers and minutes from meetings of the Policy and Resources
Committee, as well as full Council meetings during 2018/19. The papers provided
by officers are generally of a good standard and provide members with a good
overview of the issues being covered, together with more detailed information as
appropriate. This helps to ensure that issues are debated at committee meetings.

Corporate management is being restructured to support strategic
leadership capacity

55. Last year we reported that management capacity was under pressure and
recommended that it should be reviewed to ensure that it is sufficient to deliver the
transformational change programme required to deliver financial sustainability in
addition to ‘business as usual’.

56. As part of the Improvement and Modernisation Programme, the council
commissioned an external adviser to review the council’s corporate management
structure. The aim of the review was to ensure that the council is designed and
structured to meet the challenges of the future as efficiently and effectively as
possible and that it is flexible enough to meet future requirements.

57. The adviser’s report was considered by members in June 2019. It noted there
was significant strain on the corporate management structure and highlighted the
need for changes to current ways of working to support strategic leadership
capacity within the council. Members approved the revised management structure,
subject to consultation with affected staff, and the transitional arrangements
necessary to support the changes to current ways of working. The Chief Executive
will provide an update on progress to the September meeting of Moray Council.
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The Moray Growth Deal provides £65 million of investment for the
Moray economy

58. In July 2019, the Scottish and UK Governments jointly announced £65 million
of funding for the Moray Growth Deal to help unlock the region’s economic
potential. The Moray Growth deal is a regional deal designed to boost economic
growth across Moray. It is a long-term plan centred around specific projects
designed to transform the economy, address concerns around encouraging young
people to live and work in the area, and address gender equality in employment.
Moray Council is taking the lead in developing the business cases for the individual
projects and is working with partners across the public and third sectors, and
private businesses, to invest in a better future for Moray.

There are appropriate standards of conduct for prevention and
detection of fraud and error

59. The council has a range of established procedures for preventing and detecting
fraud and irregularity including a whistleblowing policy, anti-fraud strategy and
codes of conduct for members and officers. We assessed these and concluded
that they were appropriate, readily available to staff and are regularly reviewed to
ensure they remain relevant and current.

Reasonable progress has been made in investigating NFI matches

60. The National Fraud Initiative (NFI) in Scotland is a counter-fraud exercise
coordinated by Audit Scotland. It uses computerised techniques to compare
information about individuals held by different public bodies, and on different
financial systems, to identify 'matches' that might suggest the existence of fraud or
irregularity. The latest position for Moray Council is summarised in Exhibit 11.

Exhibit 11
NFI activity
— Ef—_
@—
O=—
3,461 371 25
Matches Completed/closed In progress

investigations

Source: NFI secure website: www.nfi.gov.uk

61. The council recognises that NFl is an important tool in allowing investigative
resource to be targeted at risk areas. In line with the NFI guidance, the council
adopted a risk-based approach to the NFI matching exercise, scanning all
recommended matches and then testing those assessed as higher risk. To date, a
total of four errors (3 housing benefits and 1 duplicate payment) have been found
with a cumulative value of £14,630, all of which is being recovered.

Dependency on key suppliers

62. The impact of a failure or collapse of a key supplier can be significant to an
organisation and can result in either delays or non-completion of major contracts
or, disruptions in the continued provision of vital services. This has brought into
focus the risk of key supplier failure and the risk of underperformance in suppliers
that are experiencing difficult trading conditions.
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63. Our review of the council’s key suppliers noted that there have been no issues
with the failure of any key suppliers. Procedures are in place to monitor
performance and, where required, provide support to suppliers. We concluded that
the council has appropriate arrangements in place to address the risk of key
supplier failure.

The council is reasonably prepared for EU withdrawal

64. European Union (EU) withdrawal will inevitably have implications for devolved
government in Scotland and for public bodies, and so it is critical that public-sector
bodies understand, assess and prepare for the likely impact on their business.

65. As part of our interim audit we undertook a high-level review of the council’s
preparedness for EU withdrawal focusing on three key areas: people, regulations
and funding. We reported our findings in our 2018/19 Management Report and
concluded that Moray Council has taken reasonable steps to prepare for the
impact of EU withdrawal.
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Part 5

Value for money

Main judgements

The Best Value Assurance Report for Moray Council is planned for 2020.

The council and its community planning partnership (CPP) partners have yet to
develop a performance framework for the LOIP.

The council has not produced council-wide performance reports for 2017/18.

A significant number of the council’s properties (mainly schools) are in poor
condition and unaffordable.

Value for money is concerned with using resources effectively and
continually improving services.

As part of our Best Value approach we reviewed financial
planning, financial sustainability, transformation and resource
management

66. Best value is assessed over the five-year audit appointment as part of the
annual audit work. A Best Value Assurance Report (BVAR) for each council will be
considered by the Accounts Commission at least once in this five-year period. The
BVAR report for Moray Council is planned for 2020.

67. The best value audit work carried out this year focussed on the council's
arrangements for demonstrating best value in financial planning (see Part 2),
financial sustainability, transformation and resource management (see Part 3 and
Part 5). The effectiveness of the council's best value arrangements in other areas
will be assessed and reported throughout our audit appointment.

The council’s strategic priorities are aligned to the LOIP and a
revised performance framework has been agreed for the council
but a performance framework supporting the LOIP has not been
developed

68. The Moray Community Planning Partnership 10-year plan (Local Outcomes
Improvement Plan (LOIP)) was approved in February 2018. In our 2017/18 annual
report we reported that the LOIP and the corporate plan 2023 will be supported by
a number of other plans including a refreshed performance management
framework.

69. The council’s revised performance management framework was approved in
August 2019, with strategic priorities for the council now more closely aligned to
those in the LOIP.

70. The LOIP identified four key priorities and strategic partnership groups for each
priority were tasked with developing plans to achieve the identified outcomes and
to set actions and performance indicators linked to these plans. This has not
happened and measuring of performance againspaegl@ﬁ’-flas, therefore, been
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limited. The LOIP was due for review during early 2019 however our audit found no
evidence of this having been completed as of September 2019.

I:/(l) Recommendation b/f 4

The council should encourage its Community Planning Partners to
develop clear outcome measures and to set clear milestones and targets
against which performance can be measured.

Most services are reporting performance information in good time,
with the exception of corporate services and the chief executive’s
office.

71. A variety of local and national performance indicators, both benchmarked and
non-benchmarked, are reported to committee on a regular basis: quarterly or half-
yearly. Our audit found that the majority of reports are made in good time, however
the most recent half-yearly reports for Corporate Services and the Chief
Executive’s office have still to be submitted to Committee.

72. The Corporate Services report for the period October 2018 — March 2019 was
prepared on time for submission to the Policy and Resources committee meeting
of 3 September 2019 but was not included due to a full agenda. The report is now
due to go to committee in October 2019. The equivalent report for the Chief
Executive’s office has not been compiled. Our audit identified that this was due to a
service plan for 2018/19 for the Chief Executive’s office not being in place, as well
as staff pressures on the service.

The council has not produced council-wide performance reports
for 2017/18

73. The Accounts Commission places great emphasis on councils' responsibility for
public performance reporting. The Commission does not prescribe how councils
should report this information but expects them to provide the public with fair,
balanced and engaging performance information.

74. For 2018/19 two SPIs were prescribed:

e SPI 1: covering a range of information relating to areas of performance such
as improving local public services, improving local outcomes, engaging with
communities and achieving best value

e SPI 2: relates to the reporting of performance information as required by the
Local Government Benchmarking Framework (LGBF).

75. Service level performance reporting is reasonable and together with the
“mylocal council” website provide public reporting of SPI data, however annual
reports at corporate level are missing for 2017/18 and there is no overall summary
of how the council performed on the LGBF indicators. Members and the wider
public wishing to scrutinise performance information cannot easily access annual
performance information and must either drill down to service level reporting or use
the “mylocalcouncil” website.
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D@ Recommendation 3

The council should prepare and publish an annual council-wide
performance reports and publish it on its website.

A significant number of the council’s properties (mainly schools)
are in poor condition and unaffordable.

76. We reported in our Management report that a significant number of the
council’s properties (mainly schools) are in poor condition. The Property Asset
Management Appraisal (PAMA) report estimates that it would cost £151 million to
bring all of the current property portfolio up to a satisfactory (B condition) standard
of which £142 million relates to schools. The council cannot afford this level of
investment and so must reduce, replace, and reconfigure its property portfolio if it
is to protect front-line services and deliver sustainable schools for the future.

77. An improvement plan has been developed to address the recommendations
included in the PAMA. This focuses on quick wins, highest financial returns and
longer-term strategic objectives.

National performance audit reports

78. Audit Scotland carries out a national performance audit programme on behalf
of the Accounts Commission and the Auditor General for Scotland. During 2018/19,
Audit Scotland published reports that are of direct interest to the council. These are
outlined in Appendix 3.

79. The council has a process in place to ensure that findings from national reports
are reviewed, and where relevant, presented to the Audit and Scrutiny Committee.
This reporting includes an assessment of current arrangements and the
identification of actions to be taken to apply good practice examples highlighted in
the reports.
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Appendix 1

Action plan 2018/19

Q

(,Siii

Agreed management

No. Issuelrisk Recommendation action/timing

1 Capitalisation of borrowing The council should review its  Agreed to review
costs procedures for the Responsible officer:

The council capitalised borrowin capitalisation of borrowing j .

) P . 9 costs to ensure that they Head of Financial Services
costs in 2018/19 but did not .

. meet the requirements of the

borrow to fund any assets which Code Agreed date:
is a requirement of the accounting 31 March 2020
Code.
Risk: the council’s financial
statements do not comply with the
accounting Code.

2 Management Commentary The council should review its  The three areas identified as
The management commentar management commentary key in the report- outturn
falls short gf the expectations y against the expectations set  against budget and
outlined in the Accc?unts out in Audit Scotland’s significant variances; outturn
Commission’s Financial Overview Financial Overview 2017/18 in narrative reconciled to

report and the recommended movement in General Fund;
report 2017/18. . .
good practice example report on agree savings
Risk: the management (Comhairle Nan Eilean Siar). achieved — will be expanded
commentary is not transparent We also note that the upon in next year’s
and does not help the reader to Highland Council reports this  Management Commentary.
understand clearly how the information in a more . .
council has performed against graphical presentation. Responsible officer:
budget and how this is reconciled Head of Financial Services
to the accounts. Agreed date:
30 June 2020
3 Public Performance Reporting The council should prepare This was previously

No overall summary of how the
council performed against the
LGBF indicators was provided to
members and a Public
Performance Report has not been
produced for 2017/18. Members
and the wider public wishing to
scrutinise performance
information cannot easily access
annual performance information
and must drill down to service
level reporting which may be
beyond the level of detail required
by service users

and publish an annual
council-wide performance
reports and publish it on its
website.

incorporated in the
Management Commentary
but was removed following
recommendation from Audit
Scotland to slim this down.

Responsible officer:

Corporate Management
Team

Agreed date:
31 March 2020
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Q

No. Issuelrisk Recommendation

Agreed management
action/timing

Risk: members and the wider
public wishing to scrutinise the
council’s performance cannot
easily access annual performance
information.

Follow up of prior year recommendations

b/f1  Compliance with the charity The Council should progress
test the transfer of trusts into the

new trust set up in August
2016 so that available funds

can be used for the public

Ongoing

The council transferred one
of its 31 charitable trusts to
the new trust during 2018/19.

benefit. Responsible officer:
Legal Services Manager
Agreed date:
As resources permit
b/f 2 Accounts preparation Accounts preparation Completed

processes should be
reviewed prior to the
preparation of the 2018/19
annual report and accounts.

Accounts preparation
processes were reviewed
together with a
comprehensive review of the
accounts document

b/f 3  Financial sustainability The Council needs to agree
a medium- and long-term
financial plan for the delivery
of sustainable services. In
order to achieve this, it
needs to build on the existing
strands of work and the
reform matrix to agree a
significant and cross-Council
transformation plan.

Partially completed

The council has identified its
funding gaps over the
medium term and that it will
need to fund these from
savings. It has yet to identify
what these savings will be.

Long term financial plans
have not been developed.

Responsible officer:
Head of Financial Services
Agreed date:

28 February 2020

b/f4  Performance measures The Council should review its
outcome measures and
develop clear milestones and
targets against which to
measure its performance in
delivering its priorities.
Supporting plans should also
be developed which clearly
link to the LOIP and
Corporate Plan 2023 and
which support the Council’s
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Partially completed

The council has recently
approved a revised
performance management
framework which sets out
how the LOIP will link to the
Corporate Plan and
supporting plans.

There remains scope to
improve the outcome
measures included in the
LOIP and Corporate Plan

q
ago
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Q

E.-@

Agreed management

No. Issuelrisk Recommendation action/timing
need for transformation and 2023 and set clear
redesign of services. milestones and targets
against which the council
and its partners can measure
performance.
Responsible officer:
Corporate Director
(Corporate Services)
Agreed date:
31 March 2020
b/f 5 Management capacity Management capacity should Partially completed
be reviewed to ensure that it Following external review
is sufficient to deliver the memberg have approved ,a
transformational change management res?rzcture to
programme required to su ogrt strategic leadershi
deliver financial sustainability capgcit Withir?the council plt
in addition to ‘business as capactty v S
: is recognised that this will
usual’. : .
take some time to implement
and transitional
arrangements have been
agreed until the permanent
structure can be
implemented. We will
continue to monitor progress
in this area as part of our
2019/20 audit.
Responsible officer:
Chief Executive
Agreed date:
31 March 2020
b/f6  External assessment of An external assessment of Completed
Internal Audit the internal audit function The results of the external
should be undertaken, and assessment were reported to
the results reported to the . °P
. . the Audit and Scrutiny
Audit and Scrutiny X . .
Committee Committee in Apr_ll 201_9.

' The assessment identified
twelve recommendations for
improvement.

b/f 7  Business continuity planning The Council should review its  Partially completed

business continuity planning
arrangements to ensure that
they are up to date and fit for
purpose.

The council maintains or is in
the process of updating a
number of business
continuity plans that cover
critical functions. Securing
operational continuity is
recognised as a high-risk
area in the current corporate
risk register.

%J
)]
N
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:.'@

Recommendation

Agreed management
action/timing

Staff resources to take this
forward have been limited
given competing priorities
and there is currently a staff
vacancy in this area. The
intention is to fill the post in
early course to provide
capacity to ensure the suite
of plans for critical functions
is complete.

Responsible officer:

Head of Service (Housing
and Property)

Agreed date:
31 March 2020

b/f 8

Internal recharges

Management should review
how they account for internal
recharges within the CIES.

Completed

Internal recharges have been
excluded from gross income
and expenditure in the CIES
as required by the 2018/19
Code. Prior year figures
have been restated to
exclude internal recharges.
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Appendix 2

Significant audit risks identified during planning

The table below sets out the audit risks we identified during our planning of the
audit and how we addressed each risk in arriving at our conclusion. The risks are
categorised between those where there is a risk of material misstatement in the
annual accounts and those relating our wider responsibility under the Code of Audit
Practice 2016.

Risks of material misstatement in the financial statements

1 Risk of management override
of controls

ISA 240 requires that audit
work is planned to consider the
risk of fraud, which is presumed
to be a significant risk in any
audit. This includes
consideration of the risk of
management override of
controls to change the position
disclosed in the financial
statements.

Detailed testing of journal
entries.

Review of accounting
estimates.

Focused testing of accruals
and prepayments.

Identification and evaluation of
significant transactions that
are outside the normal course
of business.

Results

We did not identify any significant
issues within out work on journals
or accounting estimates. Our
testing of accruals and
prepayments did not identify any
errors and there were no
significant transactions outside
the normal course of business

Conclusion

No issues were identified that
would indicate management
override of controls.

2 Risk of fraud over income

Moray Council receives a
significant amount of income
from several sources including
income from fees and charges.
The extent and complexity of
income means that, in
accordance with ISA240, there
is an inherent risk of fraud.

Analytical procedures on
income streams.

Detailed testing of revenue
transactions focusing on the
areas of greatest risk.

Review of arrangements for
the financial assessment of
those requiring care

Results

We did not identify any significant
issues from our testing of income
controls and transactions.

Our work on financing of care
arrangements did not identify any
significant issues.

Conclusion

No fraud issues were identified.

3 Risk of fraud over
expenditure

The Code of Audit Practice
expands the ISA assumption on
fraud over income to aspects of
expenditure. The council incurs
significant expenditure in areas
such as welfare benefits, and
social care payments where
there is an inherent risk of
fraud.

Walkthrough of controls over
social care payments.

Detailed testing of expenditure
including social care payments
and housing benefit
transactions.
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Results

We did not identify any significant
issues from our testing of
expenditure controls, although we
reported areas in our
Management report where
controls could be strengthened
including around processes for
updating supplier bank details.

Our testing of expenditure
transactions did not identify any
issues.

Conclusion

No fraud issues were identified.
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4 Estimation and judgements

There is a significant degree of
subjectivity in the measurement
and valuation of the material
account areas of non-current
assets and pensions. This
subjectivity represents an
increased risk of misstatement
in the financial statements.
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Assessment of the scope,
independence and
competence of the
professionals engaged.

Review appropriateness of
actuarial results including
comparison with other
councils.

Assessment of the
appropriateness of the
actuarial assumptions.

Establish officers’
arrangements for assessing
the impact of any movement in
fund values between the
IAS19 valuation date and the
year end.

Substantive testing of journals
and disclosures in connection
with these estimates.

Review actual experience of
significant estimates at
previous year end.

Results

We did not identify any issues
with the scope, independence or
competence of management’s
experts.

No issues were identified in our
work on the appropriateness of
actuarial assumptions. We
requested revised IAS19 reports
for the council and its subsidiaries
to reflect the changes resulting
from the McCloud judgement.

Our audit testing did not identify
any issues with the valuation of
non-current assets

We did not identify any issues
from our substantive testing of
journal entries.

Conclusion

No issues were identified relating
to estimates and judgements that
would impact on our audit
opinion.

5 Accounts preparation

In 2017/18 we identified a
number of errors in how
transactions were classified
within the unaudited financial
statements. There is a risk that
the accounts do not give a true
and fair view of the financial
position and net expenditure of
the council and its group.

Review of revised procedures
and detailed testing of areas
where misclassification of
transactions was identified in
the 2017/18 financial
statements.

Results

The finance team reviewed their
accounts preparation processes,
during 2018/19. Our detailed
testing of transactions noted one
misclassification in the unaudited
accounts (see Exhibit 3 for
details).

Conclusion

The misclassifications reported in
2017/18 were not repeated in
2018/19. A further
misclassification was identified as
part of the 2018/19 audit and
corrected in the audited financial
statements.

6 Compliance with the charity
test

20 of the council’s 31 charitable
trusts have not disbursed any
funds in the last five years and
so it is unclear how they meet
the public benefit requirement
set out in guidance issued by
the Officer of Scottish Charity
Regulator (OSCR).

Review progress with the
reorganisation of existing trust
funds, identify those that do
not meet the public benefit
requirement and report
through the Annual Audit
Report and to OSCR as
appropriate.

Results

Only one of the charitable trusts
was transferred into the ‘The
Moray Council Charitable Trust’
during 2018/19.

Conclusion

Limited progress has been made
in this area during 2018/19.
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Risks identified from the auditor's wider responsibility under the Code of Audit Practice

4 Financial sustainability

The council does not have a
medium or long-term financial
plan for revenue resources.
The current level of service
provision is not financially
sustainable, and the council
has relied on reserves to bridge
its annual funding gap for the
last 3 years. This cannot
continue as general fund
reserves are projected to be
reduced to the minimum level
considered prudent by the
Head of Financial Services by
31 March 2020.

As at January 2019, savings of
£14.8 million are required to
balance the 2019/20 budget
and further substantial savings
will be required for 2020/21
(£11.2 million) and 2021/22
(£8.4 million).

In addition, the majority of the
council's current 10-year
Capital Plan is not directly
linked to the council’s priorities
but arises from the need to
invest in the council's current
asset base to bring it up to, or
maintain it at, the approved
standard for the asset type.

There is a risk that the
council is unable to agree
and implement a sustainable
financial model for service
delivery.

Undertake specific audit work
on financial planning including
review of the 2019/20 budget
setting process and the
progress made with
developing medium- and
longer-term financial plans.

Review progress made in
developing the council’s
Modernisation and
Improvement Programme for
the redesign and
transformation of council
services.

Results

As reported in our 2018/19
Management report the
immediate financial position
remains extremely challenging,
and the council continues to rely
on reserves to balance its
2019/20 budget and it risks
ruining out of general fund
reserves in 3- 4 years and needs
to generate transformational
savings.

The council is developing an
Improvement and Modernisation
Programme but has yet to identify
how it will transform service
delivery within Education and
Integrated Children’s Services
which accounts for nearly half of
its net expenditure.

A report to Council in June 2019
sets out proposals to strengthen
the support for transformational
change with a particular focus on
Education. Additional resource
has already been allocated to
review contracts for Integrated
Children’s Services.

Conclusion

The council has yet to agree and
implement a sustainable financial
model for service delivery.

Progress in transforming key
services such as Education and
Integrated Children’s Services
has been slow.

The council has yet to develop
long-term financial plans.

5 Financial management

The approved budget for
2018/19 includes £6.5 million of
savings and uses £4.5 million of
reserves to bridge the funding
gap. The latest budget
monitoring report to 30
December 2018 forecasts an
overspend against budget of
£2.1 million at the year-end
which will require to be funded
from reserves. As there are
limited reserves available, any
overspend in 2018/19 is a risk

Review financial monitoring
reports and the financial
position at the year end with
reference to the reserves
position, scale of savings
plans and any continued
reliance on reserves to support
the revenue budget.

Consider the robustness and
completeness of financial
monitoring during the year.

Review the council's progress
in achieving its planned
savings.

Results

The 2018/19 outturn resulted in
the use of £4.6 million of reserves
instead of £4.7 million required to
balance the original budget. In
addition, the council made
savings of £7.2 million against a
saving target of £6.3 million.

Conclusion

Financial management is
effective.
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to the council’s future financial
sustainability.
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EU withdrawal

There are considerable
uncertainties surrounding the
implications of EU withdrawal
and public bodies should
assess the potential impact on
their operations and identify
specific issues and planned
responses. There is a risk that
the council is not prepared for
the impact of EU withdrawal on
the delivery of services.

Assess how the council has
prepared for EU withdrawal,
including the impact on its
workforce and its dependency
on key suppliers.

Consider how the council
responds to any emerging
issues after March 2019.

Results

We undertook a high-level review
of the council’s preparedness for
EU withdrawal focussing on three
key areas: people, regulations
and funding. The council
recognises that the loss of EU
funding will place additional
pressure on its ability to achieve
financial sustainability and that
the impact on the wider Moray
economy is likely to be significant.

Conclusion

The council has taken reasonable
steps to prepare for the impact of
EU withdrawal.

Dependency on key suppliers

Dependency on a key supplier
could expose the council to
service delivery issues should
the supplier fail. Where a
significant supplier dependency
exists, there should be
monitoring and business
continuity arrangements to
ensure the council is able to
respond to significant issues.
There is a risk that the council
is unable to deliver services if it
is not aware of its key supplier
dependencies and / or fails to
have sufficient business
continuity arrangements in
place.

Undertake work to establish
the extent, value and nature of
key supplier dependencies,
including considering the
council’s planning for EU
withdrawal.

Where issues are identified
consider the robustness of the
business continuity
arrangements in place.

Results

Our review of the key suppliers
identified there have been no
issues with the failure of any key
suppliers. Procedures are in place
to monitor performance and,
where required, provide support
to the supplier.

Conclusion

The council has appropriate
arrangements in place to address
the risk of key supplier failure.
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Appendix 3

Summary of national performance reports 2018/19

@ 2018/19
Reports

Local governmentin Scotland: \: Abr
Challenges and performance 2018 ;\ P
Councils' use of arm's-length 5 oS Ma ,/: Scottish Fire and Rescue Service:
organisations @& & y @%{ an update

Scotland's colleges 2018 % Jun
A A

Jul ", The National Fraud Initiative
/ ‘o in Scotland 2016/17
Forth Replacement Crossing ',,,}";}‘,}/‘. Aug ' Major project and procurementlessons
Children and young people’s = ¢+ . Superfastbroadband for Scotland:
mental health Sopt w&  further progress update
| P progress up
NHS in Scotland 2018 =% . Oct
23
Health and social care integration: Nov P Local governmentin Scotland:
update on progress ' - Financial overview 2017/18
Dec
Jan
Feb
.2 |ocal government in Scotland:
Mar

Q Challenges and performance 2019

Local government relevant reports

Local government in Scotland: Challenges and performance 2018 — April 2018
Councils' use of arm's-length organisations — May 2018

Health and social care integration: update on progress — November 2018
Local government in Scotland: Financial overview 2017/18 — November 2018

Local government in Scotland: Challenges and performance 2019 — March 2019

Page 58


http://www.audit-scotland.gov.uk/report/local-government-in-scotland-challenges-and-performance-2018
http://www.audit-scotland.gov.uk/report/councils-use-of-arms-length-organisations
http://www.audit-scotland.gov.uk/report/health-and-social-care-integration-update-on-progress
http://www.audit-scotland.gov.uk/report/local-government-in-scotland-financial-overview-201718
http://www.audit-scotland.gov.uk/report/local-government-in-scotland-challenges-and-performance-2019

Moray Council
DRAFT 2018/19 Annual Audit Report

If you require this publication in an alternative
format and/or language, please contact us to
discuss your needs: 0131 625 1500

or info@audit-scotland.gov.uk

For the latest news, reports
and updates, follow us on:

Wiv| flofin|c)

V/AUDITSCOTLAND



mailto:info%40audit-scotland.gov.uk?subject=
http://www.audit-scotland.gov.uk/

Page 60



	Supplementary Agenda Contents
	Thursday, 26 September 2019

	2a 2018-19\ Annual\ Audit\ Report\ to\ Council
	REPORT TO: SPECIAL MORAY COUNCIL ON 26 SEPTEMBER 2019
	BY:  CORPORATE DIRECTOR (CORPORATE SERVICES)
	(d) Risk Implications
	(e)  Staffing Implications


	2018-19\ Annual\ Audit\ Report\ to\ Council\ -\ Appendix\ 1
	Moray Council                                                                                    2018/19 Annual Audit Report
	Independent auditor's report
	Annual audit report
	Unadjusted misstatements
	Fraud, subsequent events and compliance with laws and regulations
	Representations from Section 95 Officer

	APPENDIX A:  Council's Proposed Independent Auditor’s Report
	Report on the audit of the financial statements
	Report on other requirements
	Use of my report

	APPENDIX B:  Charities’ Proposed Independent Auditor’s Report
	Report on the audit of the financial statements
	Report on other requirements
	Use of my report

	APPENDIX C:  Council Letter of Representation (ISA 580)
	Moray Council  Annual Accounts 2018/19
	General
	Financial Reporting Framework
	Accounting Policies & Estimates
	Going Concern Basis of Accounting
	Assets
	Liabilities
	Contingent liabilities
	Fraud
	Laws and Regulations
	Related Party Transactions
	Management Commentary
	Corporate Governance
	Events Subsequent to the Date of the Balance Sheet

	APPENDIX D:  Charities’ Letter of Representation (ISA 580)
	The Moray Council – Connected Charity Trust Funds  Annual Accounts 2018/19
	General
	Financial Reporting Framework
	Accounting Policies & Estimates
	Going Concern Basis of Accounting
	Assets
	Liabilities
	Contingent liabilities
	Fraud
	Laws and Regulations
	Related Party Transactions
	Corporate Governance
	Events Subsequent to the Date of the Balance Sheet


	2018-19\ Annual\ Audit\ Report\ to\ Council\ -\ Appendix\ 2



